Capital Market
successive reductions of short term interest rate. Said rate reduction was partially followed by Europe. However, at the closing of this Report, new reductions of corporate profits were announced in the United States, with a significant fall of the growth rate expected for world economy this year. Within this environment, the fall of the technological stocks listed at the NASDAQ continued.
The domestic scenario was characterized by the absence of economic reactivation and the difficulties to close the fiscal gap. The year 2000 ended with a GDP fall of 0.5% y/y whereas the fiscal deficit amounted to U$S 6,900 millions, a little lower than the previous year, with a growing weight of interest within total Government obligations. In view of the problems to access external financing, in December, the government had decided to negotiate a contingent loan from the IMF with the aid of multilateral and bilateral agencies, known as the "financial shield". As a consequence of this, during January and part of February 2001, expectations improved and since that there was a significant recovery of bonds and stocks price.
By the beginning of March, both indicators of tax collection and industrial activity showed the persistence of recession and the difficulty to comply with the targets agreed upon with the IMF. Besides, a financial crisis broke out in Turkey that provoked the rise of sovereign risk of emerging countries, with a particular effect over the Argentine economy. Then there came two changes of Ministers of Economy, and finally the implementation of a program with a higher political consensus focused not just on public expenditure cuts. The Congress and the executive power approved an emergency fiscal plan, whose first step included a Competitiveness Law, meant to improve economic conditions for the sectors producing tradable goods that were most affected by the crisis. For the sake of this, the government resorted basically to a tax on current account transactions, together with a series of tax deductions for sectors such as textiles, shoe wear, steel, automotive and other.
Nevertheless, this series of measures was not enough and April's fiscal and real indicators confirmed the persistence of the crisis. Thus, the government decided to implement a huge dollar public securities swap maturing in the next five years, for other series of securities with longer terms (between 7 and 30 years). This transaction allowed for the decompression of the financing needs for the next fifteen years by approximately 16,000 million dollars, with one total transaction that involved securities for almost 30,000 million dollars (Please see Annex to this Chapter). Once it was completed, the government decided to advance the enforcement of a system of wide convertibility (by which the peso will be backed in equal parts by dollars and euros). As well a tax reform focused on a reduction of income tax, an increase of employers contributions to social security and changes in the fuels tax. The plan seeks to improve competitiveness and encourage consumption; at the time compliance of fiscal targets is guaranteed.
I. International outlook

United States
In the first quarter of 2001, the United States growth rate continued slowing down, with an increase of GDP of 1.2% year-on-year. This figure was somewhat higher than the increase of the previous quarter, but much lower than the first quarter of 2000, 4.8%. The GDP variation for the whole 2000 was 5%, but for 2001, the main forecasts anticipate an important slowdown (around 2.5%). Consumption continued growing in the first quarter at higher rate than output (3.4%), particularly durable goods, to the extent they account for a negative savings of families. Exports fell slightly, but imports declined significantly (-9%). Nevertheless, credit to consumption continued growing more quickly than household income, which deteriorated their financial situation. The current account imbalance remains at 4% of GDP. In turn, unemployment rate experienced a slight rise, up to 4.5%. Later on, by the end of May, there was an acceleration of retail inflation, which amounted to 3.6% p.a., basically as a consequence of price increase of fuels and electricity. points. From then on, there was a certain recovery until May, and both the Dow Jones and the NASDAQ increased up to levels near 10,500 points and 2,100 points respectively. However, at the closing of this report, perspectives indicated that the stocks decline would continue, in view of the successive warnings of lower returns of leading technological companies, including telecommunications. a great part of the population. Consequently, there was a deterioration of the quotation of the sterling pound of 3% against the dollar, which amounts to 9% compared to one year before. It is estimated that the fall of the pound could continue in the event there is a voting about the adoption of the euro, and the definite incorporation could take place in two years' time.
Brazil
After a first quarter with a growth of 4.1% y/y of GDP, during the second quarter of 2001, the Brazilian government implemented measures to limit energy consumption, due to the lack of electricity derived from the drought in a great part of its territory. The country strongly depends on hydroelectric The fiscal imbalance coexists with a strong external surplus, since the current account excess amounts to 2.5% of GDP. Traditionally, this excess is partly allocated to the purchase of American debt bonds. An important recovery of growth in the future seems improbable, since public debt amounts to 130% of GDP and many banks continue showing low solvency ratios, with non-performing loans for more than 300,000 million dollars. The government refuses to reform the financial system, where foreign banks play a much smaller role than in other developed economies.
However, these irregular loans did not provoke any deposit flight crisis up to now, since the government guarantees all placements.
The yen fell constantly against the dollar during the last months, from near 100 yens per dollar at the beginning of 2000, to more than 120 by last March. In the last months, it remained relatively constant, at 124 yens per dollar at the closing of this report. With this evolution, it is probable that external demand continue to be the key of recovery, in an economy where big corporations are strongly focused on the world market.
II. Evolution of the Argentine Stock Market
In 2000, the Argentine stock market had shown a fall of business volume, continuing with the trend evidenced in 1999. In this process, stock transactions lost economic significance compared to the last years, accounting for only 5% of GDP. The average stock's price also declined during 2000. In
December last year, the indicator had not yet been able to take off the area of 400 points.
In the first quarter of 2001, after obtaining the loan known as "financial shield" and the better expectations, there was an important recovery, thus the MERVAL was near 540
points by the end of January. This rise was enough for the quarterly average to be 471 points, 12% above the fourth quarter of the previous year. Nevertheless, at the end of February, the stock exchange returned to falling, which became deeper after the Turkish crisis and the domestic political problems, until again reaching lows of 400 points at the end of March. It is worth adding as explanation the persistence of the recession during the first quarter, when GDP went back again to 2.1% y/y.
In almost all the second quarter, the indicator continued an erratic course. There was a soft recovery after the approval of the Competitiveness Law in April. Afterwards, the MER-VAL fell again until the approval of the debt swap in June.
Thus, the average of the local stock exchange during April and In the long-term, the evolution of the securities market 
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points, although with a downward trend. It is estimated that, to the extent the fiscal situation is consolidated and growth returns, sovereign risk should fall significantly.
Public debt placements
International market
Placement at the international market during This meant an average longer term of 5 years as compared to placements made in 2000, although spread levels also increased significantly (a rise of more than 300 basis points with respect to the average spread of previous year) (Table 7 .4).
Analyzing placements by type of currency, it can be seen that more than 95% was denominated in dollars, and the rest corresponds to issues in euros and in pesos. This composition was strongly influenced by the debt swap transaction, which involved all the old series of bonds issued in American currency. The difficult conditions of the international debt market faced by our country in the new issues placement's, partly derived from the delicate fiscal situation. As well, the rise of the sovereign risk implicit in the price of bonds during March to June eventually provoked the swap transaction, which had to accept high interest rates in dollars for longer terms than the ones prevailing up to then.
Domestic market
During the first quarter, most Treasury Bills (LETES) auctions scheduled in the local market were performed, on a bimonthly basis since 2000 (Table 7 .5). According to the schedule, the auctions made at the beginning of each month, LE-TES were placed at 91 and 182 days' terms (except in March), and in the auctions made at the end of the month, bills' term was 91 days.
Along the first quarter, interest rates showed an erratic course. As a consequence of the announcement of the IMF contingent loan, the rate in the December 2000 auction of LETES for 91 days had fallen to 11.8% p.a. (compared to the peak of 12.6% paid in November), and the one corresponding to 182 days did so to 12.2%. The best international perspective (reduction of United States rates, slight strengthening of the euro and better commodities prices) reinforced the fall of rates at the beginning of January, when 90 days' LETES declined to 8.5% p.a. And even more at the beginning of February, when only 6.7% p.a. was paid for 90 days.
By the end of February, the Turkish financial crisis took place and, after knowing our country's fiscal and real results for said month, expectations worsened again. In this environment, two ministers of economy changes took place and the perception of sovereign risk was higher, thus suspending the auction of the beginning of March. In the auction at the end of March, however, the 90-day rate was 11% p.a., somewhat lower than expected by the market, and even at the beginning of April, there was a new decline to 10.4%. Nevertheless, the lack of economic reactivation and the scenario of fiscal fragility was translated into a fall of domestic confidence during May, when the LETES rate exceeded 12.4% at the beginning of May and remained at 12.1% at the end of said month. Finally, after a successful debt swap at the beginning of June, lower rates were obtained in the last auctions: 7.9% for 90 days at the beginning of June, and 9.1% at the end of the same month.
As regards the other placements in the local market, it is worth mentioning that during the first quarter of 2001 Treasury Bonds (BONTES) were issued for U$S 3,028 millions.
This debt was mostly used for the bond swap (U$S 2,608 millions), and the rest was place in cash. Finally, promissory notes discount during the months already elapsed of 2001 amounted to U$S 2,210 millions and, the same as for LETES, there was an increase of interest rates compared to last year. Tables 7.6 and A 7.4 (the latter of the statistical appendix) and Graph 7.5 show in detail the composition of the funds administered by private pension funds. Table 7 .6 shows that, during 2001, there were few significant changes of said composition measured in percentage points. National public securities maintained their share and provincial and municipal securities increased slightly. There was a strong increase of securities issued by foreign corporations, whereas the most important fall was verified for national corporations' stocks, even privatized companies and, to a lesser extent, in fixed term deposits.
IV. Private Pension Funds Investments
The funds place in financial trusts also increased.
Analyzing these movements in detail, it can be seen that National Public securities are the instrument with the highest share within private pension funds portfolios, accounting It has to be pointed out that the debt swap implies the adjustment of the government's deficit target agreed upon with the IMF for the second quarter as a consequence of the payment of accrued interest of securities that were redeemed, so this mismatch will not be considered non-compliance. Similarly, in the third and fourth quarters, the reductions of the fiscal imbalance due to the termination of interest payments of securities redeemed will also not be considered overcompliance, but rather the fiscal result target will be adjusted downwards.
That is why, when the public accounts commitment of the federal government was confirmed, the transaction does not imply a fiscal relax, although it is true that the Government Table 7 .8 and Graph 7.6.
As a consequence of the transaction, the average term of the debt was extended, since a bond portfolio is swapped for another with an average life of 2.78 more years. As a counterpart, average yields increased by 35 basis points (12 bp per year of extension of average life), as detailed in Table 7 .9. 
